ST 99-0010-G L 01/04/1999 SALE AT RETAIL

This letter discusses the sales tax treatnent of purchases and sales of
motor vehicles in which funds are channeled through a Qualified Escrow
Account. See 86 IIl. Adm Code 130.1915. (This is a G L.)
January 4, 1999
Dear Ms. XXXXX:

This letter is in response to your letter dated OCctober 27, 1998. The
nature of your letter and the information you have provided require that we
respond with a CGeneral Information Letter which is designed to provide genera
information, is not a statenment of Departnent policy and is not binding on the
Departnent. See 86 IIl. Adm Code 1200.120(b) and (c), encl osed.
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1031, as tax-free like-kind exchanges, for federal inconme tax
pur poses.

Leasing conpanies historically operate with 'thin margins' or
very limted gross profit margins. In order to be economically
competitive within the market place, |easing conpanies nust use
every opportunity to reduce operating costs. One nethod used to
postpone the gain recognition that otherwi se would be realized
for federal inconme tax purposes, is through use of a |ike-kind
exchange. The savings realized will ultimtely allow a |easing
company to remain conpetitive, by passing along the reduced
operating costs in the form of reduced | ease paynents. However,
for ROT and UT purposes, the nature and conpliance of the
transaction will remain unchanged.

During the course of a leasing transaction, events can be
segnented into three categories., The acquisition of the
property by the lessor, the term of the lease and finally the
di sposition of the property, by the |lessor at the conclusion of
the | ease term Sinmply stated, the lease is born, it lives for a
period of tinme and it term nates. The complexities of IRC
Section 1031 only inpact the |ease transaction(s) at issue when
the notor vehicle is (a) sold at the conclusion of the | ease and
(b) when a new or replacenent vehicle is acquired.

Form of the Transaction for Federal Tax Purposes

The proposed |IRC Section 1031 transaction does not inpact the
relationship between the | essor and | essee during the termof the

| ease. The lessee will continue to remt all paynents during the
term of the lease to the |Iessor. The |ease paynents wll
continue as they currently exist, and the lessor will continue to

issue invoices to the lessee. The only change in business
operation for the proposed |IRC Section 1031 transaction is upon
(1) the conclusion of the lease (i.e., sale of the notor vehicle)
or (2) the purchase of a new notor vehicle by the | essor

Sal e of the Mdtor Vehicle -- Relinquished Property

The Taxpayer |eases tangible personal property (i.e., notor
vehi cl es) . On termnation of the |ease, the |essee has the
option of purchasing the property ('Relinquished Property'). At
that time, the property is 'assigned" to an internediary to be
sold in accordance wth the Taxpayer's directions and
instructions either (1) to the interested lessee or (2) to
another party (e.g. dealer) if the |essee does not choose to
purchase the property. In the first instance, the transaction
woul d be assuned taxable for ROT and UT purposes (e.g., sale to
consuner). In the second instance, the transaction would be
assunmed not taxable, for ROTI and UT purposes (e.g., resale to a
deal er). The Taxpayer controls the disposition of the
relinqui shed property, and the title to the property is
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transferred directly by the Taxpayer to the purchaser. In
addition, the proceeds from the sale are received in an escrow
account .

The role of the Qualified Internmediary is to provide a service to
t he Taxpayer, for which they receive a comm ssion. The Taxpayer
directs the sale of the relinquished property and the receipt of
paynment for such, to the escrow account. The title for the notor
vehicle is transferred directly between the Taxpayer and the
Pur chaser

Purchase of a New Mdtor Vehicle -- Replacenent Property

The Taxpayer also purchases and acquires 'Replacenent Property
t hrough the intermediary. Exchanges of relinquished property for
repl acement property are identified to the internediary within 45
days of the sale of the relinquished property. If an exchange
does not occur within the shorter of (1) 180 days or (2) the due
date, including extensions, of the Taxpayer's federal incone tax
return, the Taxpayer wll recognize gain on the exchange, for
federal income tax purposes.

As above in the sale or relinquishnment of the property, the role
of the Qualified Intermediary is to provide a service to the
Taxpayer, for which they receive a conm ssion. The I nternal
Revenue Service has stated that the role of the internmediary in
the purchase of property, that was not replacenent property, was
deenmed 'routine financial services' wunder Reg. Sec. 1.1031(Kk)-
1(k)(2)(ii). Al so, such services would not disqualify the
intermediary from being a qualified internediary, in connection
with the |ike-kind exchanges. The Taxpayer directs the
acqui sition of the replacenent property and the paynent for such
from the escrow account. The title for the notor vehicle is
transferred directly between the Deal er and the Taxpayer.

Transactions at Issue for ROT and UT Purposes
Sal e of Motor Vehicle to a Taxabl e |ndividual

As summarized in Scenario | (attached), an individual may
exercise an option to purchase the |leased vehicle at the
conclusion of the lease term By way of conparison, in a typica
taxabl e scenario (not an |IRC Section 1031 transaction), the
Taxpayer (i.e., lessor (a) sells (e.g., purchase price plus tax),
(b) collects and (c) remts the appropriate ROT and UT on the
transaction, in exchange for (d) the title that is transferred to

the | essee. In a qualified IRC Section 1031 transaction, the
Taxpayer will continue to (a) sell and (c) remt appropriate ROT
and UT, in exchange for (d) the title to the notor vehicle.
However, the individual wll be directed to (b) remt their
payment to a 'Qualified Escrow Account.'’ For ROT and UT

pur poses, the Taxpayer wll continue to docunment, report and
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remt all taxes due on the transaction. The reporting of the
transaction will continue to follow the flow of docunentation at
the Illinois Secretary of State. The attachnent ' Scenario I

not ed above, graphically depicts the transaction.

Nont axabl e Sal e of Motor Vehicle to a Deal er

In Scenario Il (attached), the lessor, at the conclusion of the
| ease sells the used notor vehicle to a dealer or another
nont axable reseller (e.g., dealer). By way of conparison, in a
typi cal nontaxable scenario (not an I RC Section 1031 transacti on)
the Taxpayer (i.e, lessor) (a) sells (e.g., purchase price
wi thout tax), (b) receives a resale exenption, and (c) does not
remt ROT and UT on the transaction, in exchange for (d) the
title to the notor vehicle. In a qualified IRC Section 1031
transaction, the Taxpayer will continue to (b) receive a resale

certificate and (c) not remt ROT and UT, in exchange for (d) the
title to the notor vehicle. However, as noted above, the Deal er
will be directed to remt their paynment to a 'Qualified Escrow
Account.' For ROT and UT purposes, the Taxpayer will continue to
document and report the non-taxability of the transaction. The
reporting of the transaction will continue to follow the flow of
docunmentation at the Secretary of State. The attachnent,
"Scenario Il" noted above, graphically depicts the transaction.

Purchase of a Mdtor Vehicle for Leasing Purposes

In a situation where the Lessor purchases tangible personal
property (i.e., motor vehicles) and is considered the consuner
for ROT and UT purposes, the | essor pays tax based on the selling
price of the property, as statutorily defined. 1In Scenarios III-
A and Il1-B (attached), typically the Taxpayer (i.e., Lessor) (a)
purchases the vehicle from the seller, (b) pays tax on the
selling price and (c) receives title for the notor vehicle. In
an IRC Section 1031 transaction, the Taxpayer wll direct the
Qualified Internediary to nmake paynent from the Qualified Escrow
Account to the Seller. The Taxpayer will continue to (b) pay tax
upon the selling price and (c) receive title. The subsequent
| ease of the notor vehicle will remain unchanged to the |essor
and | essee.

Summary of | nportant ROT and UT Consi derations

The proposed transacti on does not seek to reduce or elimnate any
ROT and UT that is currently due and payable. The Taxpayer seeks
to continue its current busi ness practi ces, wi t hout an
adm ni strative change for its ROT and UT conpliance effort. For
ROT and UT tax purposes, the taxable event(s) follows the
transfer of the nmotor vehicle title, between the buyer and
seller. The transfer of the case fromor to a Qualified Escrow
Account for |IRC Section 1031 purposes does not change current
sal es and use tax reporting practices.




ST 99-0010-3L

Scenario |I: Sale of Mbtor Vehicle to |Individual

Pertinent Authority

In general, the ROT and UT is inposed on sales of notor
vehicles by a retailer. 35 ILCS 105/10; 35 ILCS 120/3.
"Retailer' neans and includes every person engaged in the
busi ness of nmaking sales at retail. 35 ILCS 105/2. 'Sale
at retail' nmeans any transfer of the ownership of or title
to tangi ble personal property for a valuable consideration
to a purchaser. The transfer nust be for the purpose of
use or consunption and not for the purpose of resale in any
form as tangi bl e personal property. 35 ILCS 120/1; 35 ILCS
105/ 2.

"Selling price' neans the consideration for a sale val ued
in nmoney whether received in noney or otherw se, including
cash, credits, services and property. However, the selling
price does not include the value of or credit given for
traded-in tangible personal property of |Ilike-kind and
character as the property sold. 35 ILCS 105/ 2.

All retailers of notor vehicles are required to conply with
the tax collection, remttance and reporting requirenents.
Retail sales of motor vehicles which are required to be
registered or titled with the Secretary of State nust be

reported by the retailer. A separate transaction return
must be prepared for each sale and filed with the Illinois
Departnent of Revenue ('DOR). 35 ILCS 120/3; 35 ILCS
105/9; 35 ILCS 105/10; IIl. Admn. Code Sec. 130.540(b).
An exception to this filing requirenment exists for sales
for resale, which is discussed in Scenario Il bel ow

The retailer nust collect the tax from the purchaser and
remt the tax (or evidence that the sale was not taxable)
to the DOR with each return fil ed. 35 | LCS 120/3; 35 ILCS

105/9; 35 ILCS 105/10; IIl. Admn. Code Sec. 130.540(b).
The DOR will issue a UT receipt or certificate of exenption
in the purchaser's nane. In order to obtain a certificate

of title or registration, the UT receipt or certificate of
exenption nust be submtted to the Secretary of State. 35
ILCS 120/3; 1l1l. Adm n. Code Sec. 150.715.

It should be noted that the purchaser may remt the tax
directly to the DOR as opposed to the retailer, in order
to expedite the registration and titling of the notor
vehi cl e. This is perm ssible when the purchaser wants the
paynment of tax made to the DOR sooner than the retailer is
willing or required to file the return and remt the tax.
The purchaser mnust certify to the fact of such delay by the
retailer and submt the transaction reporting return and
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tax directly to the DOR The DOR will issue the UT receipt
to the purchaser, and the transaction reporting return and
tax remttance will be credited to the retailer's account
with the DOR However, the retailer wll not receive

credit for this discount which is provided to retailers as
rei mbursenment for expenses incurred in the tax collection,
rem ttance and conpliance process. 35 ILCS 120/3.

W have been unable to locate any authorities contrary to
the Taxpayer's views, and to the best of our know edge,
none exi st.

Anal ysi s

An individual's exercise of a purchase option at the end of
a lease, resulting in the lessee's acquisition of the
| eased vehicle, is generally a sale at retail by a retailer
subject to ROT and UT. The Taxpayer making the sale is
required to (a) bill the tax to the purchaser and (b) remt
the tax to the state. The purchaser nust pay the ROT or UT
as a prerequisite to obtaining a registration certificate
fromthe Secretary of State.

In an IRC Section 1031 I|ike-kind exchange, the sale of the
nmotor vehicle, which includes the transfer of title, wll
occur directly between the Taxpayer (i.e., Lessor) and the
individual (i.e., Lessee) who purchases the vehicle for use
or consunption. However, as depicted in Scenario |, the
paynment of the purchase price and tax nust be submitted by
the purchaser to the Qualified Escrow Account for deposit
by the Qualified Internediary. This paynent procedure is
required in order to qualify for the federal incone tax
deferred gain treatnent under |IRC Section 1031. In this
scenario, the Qualified Internediary is nmerely acting as a
third party providing a necessary service to enable the
Taxpayer to obtain IRC Section 1031 |ike-kind exchange
treat ment.

The actual sale at retail and transfer of title, possession
or control of the notor vehicle is nmade by the Taxpayer to

the individual. The Taxpayer is a retailer engaged in the
busi ness of making sales at retail. However, the Qualified
Intermediary is not a retailer and never has title or
possession  of the notor vehi cl e. The Qualified
Intermediary's involvenent is primarily limted to the

recei pt, managenent and subsequent distribution of funds
obtai ned fromthe sale and purchase of notor vehicles.

In addition, the Taxpayer receives valuable consideration,
through its vested interest and ownership rights in the
Qualified Escrow Account, equal to the selling price as
statutorily defined and paid by the individual. The
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Taxpayer's receipt of valuable consideration in exchange
for the transfer of title or possession provides further
evidence that the sale at retail is between the Taxpayer
and the individual. Al though the purchaser remts the
consideration to the Qualified Internediary, the funds are
deposited into the (Qualified Escrow Account held in
interest for the Taxpayer. Omership rights in the
Qualified Escrow Account are evidenced by the Taxpayer's
receipt of the interest incone earned on the funds in the
Account, as well as its receipt of the Form 1099 issued for
i ncone tax purposes on an annual basis.

Finally, the title of the notor vehicle passes directly
from the Taxpayer to the purchaser upon the sale of the
vehi cl e The ROT and UT inposition and reporting
requi rements should also follow the | egal passage of title.
In other words, the Taxpayer nmaking the sale at retail and
transfer of title is required to bill tax to the purchaser
for remttance to the state. The purchaser's paynent of
tax upon the exercise of the purchase option, based on the
selling price as statutorily defined, wll satisfy the
Secretary of State's requirenents to obtain a registration
certificate.

Concl usi on

The Taxpayer should continue to bill the tax to the
purchaser and remt the tax to the state. The tax wll
continue to be based upon the selling price as defined by
statute and paid by the purchaser. The Qualified
Intermediary's services, as defined under |IRC Section 1031,
will have no inpact on the ROT and UT inposition or
compliance on the sale of the notor vehicle by the Taxpayer
to the individual purchaser. The tax inposition wll be
the sanme whether the purchaser submts paynent directly to
the Taxpayer, as in the past, or to the proposed Taxpayer's
Qualified Escrow Account, managed by the Qualified
I nternediary.

Scenario Il: Sale of Mdtor Vehicle to Nontaxabl e Deal er

Pertinent Authority

A sale of property for purposes of resale is exenpt from

the ROT and UT. The term 'sale at retail' specifically
excludes sales to a purchaser for purposes of resale. 35
ILCS 120/1; 35 ILCS 105/2; [I1. Admn. Code Sec.
130.120(c); Il1l. Adm n. Code Sec. 130.210; IIl. Adm n. Code

Sec. 150. 201. A sale for resale is not subject to tax if
the purchaser presents a resale certificate to the seller.
35 ILCS 120/ 2c; IIl. Adm n. Code Sec. 130.1405. A bl anket
certificate of resale may be accepted by a seller from a
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purchaser whose purchases are exclusively for resale. [III.
Adm n. Code Sec. 130. 1405.

As noted in Scenario | above, a separate return nust be
filed to report each retail sale of nmotor vehicles that are
required to be registered with the Secretary of State. 35
ILCS 120/3; 35 ILCS 105/9; 35 ILCS 105/10; IIl. Adm n. Code
Sec. 130.540(b). However, if the retailer of notor
vehicles transfers nore than one notor vehicle to another
retailer for the purpose of resale, the seller for resale
may report the transfer of all notor vehicles to the DOR on
one return. 35 ILCS 120/ 3.

W have been unable to locate any authorities contrary to
the Taxpayer's views, and to the best of our know edge,
none exi st.

Anal ysi s

When an individual declines to exercise the purchase option
at the end of a lease, the notor vehicle is typically sold
by the Taxpayer to a third party, such as a dealer. The
purchase of the notor vehicle by the dealer for purposes of
resale is a nontaxable sale, which is specifically excluded

fromthe definition of 'sale at retail.' As a result, the
Taxpayer making the sale nmust (a) obtain a resale exenption
certificate from the dealer, (b) bill the dealer for the

purchase price without tax, and (c) transfer the title to
t he deal er.

In an IRC Section 1031 I|ike-kind exchange, the sale of the
nmotor vehicle, which includes the transfer of title, wll
occur directly between the Taxpayer and the dealer.
Simlar to Scenario |, the paynent of the purchase price
must be submitted by the dealer to the Qualified
Intermediary for deposit into the Qualified Escrow Account.
This paynent procedure is required in order to qualify for
the federal inconme tax deferred gain treatnment under |IRC
Section 1031. In this scenario, the Qualified Intermediary
is merely acting as a third party providing a necessary
service to enable the Taxpayer to obtain IRC Section 1031
i ke-kind exchange treatnent.

The actual sale for resale and transfer of title,
possession and control of the notor vehicle is nmade by the

Taxpayer to the dealer. The Qualified Internediary never
has title or possession of the notor vehicle. The
Qualified Intermediary's involvenment is primarily limted

to the receipt, managenent and subsequent distribution of
funds obtained from the sale and purchase of notor
vehi cl es.
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In addition, the Taxpayer receives valuable consideration,
through its vested interest and ownership rights in the
Qual ified Escrow Account, equal to the purchase price paid
by the dealer. The Taxpayer's receipt of consideration in
exchange for the transfer of title and possession provides
further evidence that the sale for resale is between the
Taxpayer and the dealer. Al though the dealer remts the
consideration to the Qualified Internediary, the funds are
deposited into the (Qualified Escrow Account held in
interest for the Taxpayer. Omership rights in the
Qualified Escrow Account are evidenced by the Taxpayer's
receipt of the interest incone earned on the funds in the
Account, as well as its receipt of the Form 1099 issued for
i ncone tax purposes on an annual basis.

Finally, the title of the notor vehicle passes directly
from the Taxpayer to the dealer upon the sale of the
vehi cl e. The ROT and UT tax reporting requirements should
also follow the |egal passage of title. In other words,
the Taxpayer making the nontaxable sale for resale to the
deal er and executing the transfer of title is required to
obtain a resale exenption certificate fromthe dealer. The
Taxpayer would also be responsible for reporting the
nont axable sale for resale on the appropriate tax return
filed with the state.

Concl usi on

The Taxpayer should continue to obtain a resale exenption
certificate from the dealer. ROT and UT is not due on a
nont axabl e sale for resale and no remttance of tax is due
to the state. The Qualified Internediary's services, as
defined under IRC Section 1031, wll have no inmpact on the
ROT and UT inposition or reporting requirenents for the
sale of the notor vehicle by the Taxpayer to the dealer.
The tax inplications, including the collection of a resale
exenption certificate, will be the sane whether the dealer
submits paynment directly to the Taxpayer, as in the past or
to the proposed Taxpayer's Qualified Escrow Account,
managed by the Qualified Internediary.

Scenario Ill: Purchase of a Mdtor Vehicle for Leasing Purposes

Pertinent Authority

The sale of tangible personal property to purchasers who
will |ease such property for nore than one year is a retail
sal e subject to ROIT. [Il. Adm n. Code Sec. 130.220. The
| essor is the user of the property and is subject to the UT
upon the purchase of the tangible personal property. M.
Adm n. Code Sec. 130.2010(b). An exception exists for the
sale of autonobiles to an autonobile renter for use as
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rentals under |ease terns of one year or less. Ill. Admn.
Code Sec. 130.220.

As a taxable sale at retail, the seller nmust collect the
tax fromthe purchaser/lessor and remt the tax to the DOR
35 ILCS 120/3; 35 ILCS 105/9; 35 ILCS 105/10; Ill. Admn.
Code Sec. 130.540(b). The DOR will issue a UT receipt in
t he purchaser's nane. 35 ILCS 120/3; Ill. Adm n. Code Sec.
150. 715.

It should be noted that the purchaser may remt the tax
directly to the DOR, as opposed to the seller, in order to
expedite the registration and titling of the notor vehicle.
This is perm ssible when the purchaser wants the paynent of
tax nmade to the DOR sooner than the seller is wlling or
required to file the return and remt the tax. The
purchaser nust certify to the fact of such delay by the
seller and submt the transaction reporting return and tax

directly to the DOR  The DOR will issue the UT receipt to
the purchaser, and the transaction reporting return and tax
remttance will be credited to the seller's account wth

the DOR. 35 ILCS 120/ 3.

The |l ease of tangible personal property to the lessee is
generally not subject to ROT or UT. I11. Adm n. Code Sec.
130.2010; IIl. Adm n. Code Sec. 150.305(e). The | ease of
automobiles is not considered a sale of tangible personal
property to a purchaser for use or consunption within the
meani ng of the ROT. Therefore, the lessor is not required
to remt ROT neasured by the gross receipts of the |ease.

[11. Adm n. Code Sec. 130.2010(b). It is understood that
the tax treatnment of rentals for periods of one year or
less differs from that of |eases. However, the tax

treatnent of rentals for periods of one year or less are
beyond the scope of this G L request.

W have been unable to locate any authorities contrary to
the Taxpayer's views, and to the best of our know edge,
none exi st.

Anal ysi s

In Scenario Il1, the Taxpayer purchases notor vehicles from
the seller for purposes of leasing to individuals. Upon
paynment of consideration to the seller, the Taxpayer wll
receive title to the notor vehicles. Such purchases are
considered sales at retail subject to UT. However, the
Taxpayer may either pay UT to the seller or submt the tax
directly to the state, provided the seller is not wlling
or not required to remt the tax within the tinme desired by
the purchaser. The total UT is based on the selling price

and wll be calculated according to the statutory
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requi renents. It should be noted that the exact tax
calculation is beyond the scope of the request, which
pertains to the Taxpayer's responsibility to bill and remt

the tax, as opposed to the Qualified Internediary.

In an IRC Section 1031 |ike-kind exchange, the purchase of
the notor vehicle, which includes the transfer of title,

will occur directly between the Taxpayer and the seller.
However, as depicted in the exhibit 'Scenario Il1l," the
Taxpayer's paynent to the seller will be withdrawmn fromthe

Qualified Escrow Account and submtted to the seller by the
Qualified Intermediary. This paynment procedure is required
in order to qualify for the federal income tax deferred
gain treatnment under I RC Section 1031. In this scenari o,
the Qualified Intermediary is nerely acting as a third
party providing a necessary service to enable the Taxpayer
to obtain IRC Section 1031 |ike-kind exchange treatnent.

The actual purchase of the notor vehicle and transfer of
title, possession and/or control is nmade by the seller to

t he Taxpayer. The Qualified Intermediary never has title
or possession of the notor vehicle. The Qualified
Intermediary's involvenent is primarily limted to the

recei pt, managenent and subsequent distribution of funds
obtai ned fromthe sale and purchase of notor vehicles.

In addition, the seller receives valuable consideration,
through its vested interest and ownership rights in the
Qual ified Escrow Account, equal to the purchase price paid
by the Taxpayer. The Taxpayer's paynent of consideration
in exchange for the title to the notor vehicle provides
further evidence that the retail sale is between the
Taxpayer and the seller. Although the Qualified
Intermediary remts the consideration to the seller, the
funds are disbursed from the Qualified Escrow Account,
which is held in interest for the Taxpayer. Owner ship
rights in the Qualified Escrow Account are evidenced by the
Taxpayer's receipt of the interest income earned on the
funds in the Account, as well as its receipt of the Form
1099 issued for incone tax purposes on an annual basis.

Finally, the title of the notor vehicle passes directly
from the seller to the Taxpayer upon the purchase of the
vehi cl e. The ROT and UT inposition and reporting
requi rements should also follow the | egal passage of title.
In other words, the Taxpayer naking the purchase and
receiving the title is required to pay UT on the notor
vehi cl e, which is purchased for purposes of |easing.

Concl usi on
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VI .

The Taxpayer should continue to pay tax (1) to the seller
or (2) directly to the state upon the purchase of the notor

vehicles for purposes of |[easing. The Taxpayer (i.e.,
| essor) is considered the end user of the property, and the
transaction is a sale at retail subject to UT. The
Qualified Internediary's services, as defined under IRC
Section 1031, wll have no inpact on the ROT and UT
i mposition on the Taxpayer's purchase of the notor vehicle.
The tax inposition will be the same whether the Taxpayer

submits paynent directly to the seller, as in the past, or
the Taxpayer directs the Qualified Internediary to remt
paynment from the proposed Taxpayer's Qualified Escrow
Account .

G L Requested

Based upon the above statenents, please confirm our understanding of
the foll ow ng:

1.

The taxable sale of a notor vehicle at the conclusion of the
| ease (e.g., sale to the lessee) is a transaction for ROT and UT
pur poses between the Taxpayer and the custoner. The Taxpayer
woul d be the party responsible for remttance of the appropriate
ROT and UT to the state of Illinois. The required |IRC Section
1031 paynment to the Qualified Escrow Account, managed by a
Qualified Internediary, does not change the billing and paynent
process of the Taxpayer.

The nontaxable sale of a notor vehicle at the conclusion of the
|l ease (e.g., sale to a Dealer) is a transaction for ROT and UT
pur poses between the Taxpayer and the 'Dealer.' The required IRC
Section 1031 paynent to the Qualified Escrow Account, managed by
a Qualified Internediary, does not change the exchange of the
motor vehicle title for a valid Sale for Resale Exenption
docunent ati on, between the Buyer (i.e., Dealer) and the Seller
(i.e., Lessor or Taxpayer).

The taxable purchase of a new notor vehicle (i.e., Replacenent
Property) for leasing operations is a transaction, for ROT and UT
pur poses, between the Taxpayer and the 'Dealer.’ The required
| RC Section 1031 paynment from the Escrow Account, does not change
the exchange of the notor vehicle title for the purchase price
and the appropriate anount of tax payable to the vendor or state.
The fact that a Qualified Intermediary nmanages the Qualified
Escrow Account does not change the issue that the transaction is
bet ween the Buyer (i.e., Taxpayer) and the Seller (i.e., Dealer
or Vendor).

Finally, it should be noted that rulings are also being requested in

ten

ot her states. The conclusions requested in the rulings are
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identical to those set forth above, wth the exception of mnor
nodi fications for conformty wth the wvarious state's statutory

requirements (e.g., tax treatnent of property acquired for |easing
purposes). One state has already responded to the ruling request,
providing witten confirmation that the conclusions are correct. In

addition, verbal discussions have been held with representatives of
those states that have not yet issued rulings. The representatives of
each state have verbally confirmed our analysis and conclusions. Most
of these states also indicated that the issuance of a non-binding
ruling will be expedited.

As you review the request, | will be happy to answer any questions you
may have or provide clarification of any of the facts, if necessary to
enabl e the rendering of an opinion. If a favorable AL is expected,
anything that can be done to expedite the process would be nost
appr eci at ed. If you have any questions or require additional
information, please do not hesitate to contact ne at ####.

It is our understanding that "Taxpayer" purchases vehicles directly from
dealers and sells vehicles directly to dealers or to purchasers. "Taxpayer's"
identity is disclosed to the dealers and purchasers in conpliance with the rules
set forth at 86 Ill. Adm Code 130.1915. The funds for such purchases and sal es
are channeled through a Qualified Escrow Account. The Qualified Internediary
performs a financial service for "Taxpayer," and is paid a conmssion for its
services, but is not in the business of selling notor vehicles at retail and
never takes title to any of the notor vehicles being purchased or sold. As |ong
as this is the case, we agree that the transactions are between "Taxpayer" and
the deal ers and purchasers. The channeling of funds through the Qualified Escrow
Account, managed by the Qualified Internediary does not change the Retailers’
Cccupation Tax and Use Tax obligations of "Taxpayer."

I hope this information is hel pful. If you have further questions related
to the Illinois sales tax laws, please contact the Departnent's Taxpayer
Information Division at (217) 782-3336.

If you are not under audit and you wish to obtain a binding Private Letter
Rul i ng regardi ng your factual situation, please submt all of the information set
out initens 1 through 8 of the enclosed copy of Section 1200.110(b).

Very truly yours,

Martha P. Mote
Associ at e Counsel

MPM sk
Encl .



